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NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20508

‘ Euvnuira Baqlstry

February 24, 1982 mk
MEMORANDUM FOR Nancy Bearg Dyke s o

Assistant to the Vice President
for National Security Affairs

David Pickford
Executive Secretary

Department of the Treasury é?
Robert P. Meehan p
Assistant for Interagency Matters ' —
Office of the Secretary of Defense = =3

o

e
Raymond Lett =
Executive Assistant to the Secretary a
Department of Agriculture ' =

Jean Jones

Director, Executive Secretariat
Department of Commerce

William V. Vitale

Director, Office of the Executive Secretariat
_ Department of Energy NSC Review Completed.

Executive Secretary State Dept. review completed
- Central Intelligence Agency

Dennis Whitfield
Executive Assistant to the USTR

Office of the Chairman
Council of Economic Advisers

SUBJECT: Senior Ihterdepartmental Group Meeting
re the Versailles Summit, March 4, 11:00 a.n.

Pursuant to NSDD-25 on preparations for the Economic and
NATO Summits, Robert Hormats, the President's Personal
Representative for the Economic Summit, will chair a meeting
of the Senior Interdepartmental Group for the Versaillesg
Summit preparations on Thursday, March 4, 1982, at 11:00 a.m.,
in the 0ld Executive Office Building, Room 305. He will at
that time review the strategy and theme papers that have

been prepared thusfar (see attachments) and report o1 the

results of the preparatory meeting in Paris on February 27-
28, 1982.
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Representatives of the various agencies should be at the
Under Secretary level. The NSC staff contact for this
meeting will be Henry Nau (395-6961).

TWelo) O. Rl

Michael O. Wheeler |
Staff Secretary -

Attachments _ .

A Strategy Paper for Versailles Economic Summit

B U.S. Trade Objectives at the Versailles Summit

c Context of the Energy Security Initiative

D East-West Economic Relations at the Versailles Summit
E Initial U.S. Letter to the French with our Suggestions

for Theme and Issues at Versailles
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. STloss rarzx FOR VERSATLIZS ECONOMIC SuMMTT

June4, 5, 6, 1982

The Annuval EZconemic Sumnit takes place on Jume 4,'5, § in
Versailles, France. This Summit is +he eighth and the first
o a>new rowmd of Econemic Sumrits. - Each conn‘*y has pow ho sted
one of these meetings. - Versailles takes us Back in a sense tc.
Raobouillet, the first Economic Swmit. It offers us an
opportunity +o reconsider the Purposes of thesa annual mestings,
which have now become seml-‘lxed features of the.iite::ational
econcmic system since the breakdéown of =x fixag exchange rare
Syscem and the 0il crises of the 1970s. I= also sats up the
themes Sor the following- yean of econcmic events and the 1983
Annual Summit which the United Statss Wwill host. 2And it occurs
'.als year in connect;cn wlth a NAWO Summzh, which +akes Places
two days later on June 9,10, 1s82.
IZ we adé +o =hese chzonplogical faces the hi és:ic and serhaps
“=PTecedented charackasr Of the problems which the Wes+ faces
(and which the helding of the Namo Sumit in past raflects), tha

Versailles Svcrmis ac’uzrns extracrdinary sicnific cance Zor TS

<ates, Zast-West tracde, ang Nortih-Souta relations, the communicue
issuved a= Otzawa raflected all of +he Unitad Statag! majox

CZjeczives -- zan trPbeat tcne, no Rint of Frotecticnism, unisfiag ¢
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and a Chairman's Summa:y,on Political issues that expressad

an extraordinary degree of consensus amoag the allies ep tha
Baturs of the Soviet threat and the Westerm rssponse to it. Much |
¢ the "upbeax"® tone emanatine £zom Ottawa.can be atﬁributed

to ﬁhe'?resi#ent's.forecast.for'vigérous growth in thg US, with
stable.prices.and.strcng'dollaﬁ; While~skepticai,.the other
pazticipants.adcpted.a "wﬁitwand-see" attitude zbout +he Us
Progran. The Uniteg States benefi ted from an imaginative ang.
attractive econcmic Plan that had not vet been tested.

The follow-up of Specific commitments macde at Ottawa, both

written ang urwritten, has proceedeg apace, despite some prass
commentary to +he effect thas Ottawa concealeg Teal differsnces

y '?ith Thetoric (see status report om Qﬁtawa commitménts at

Aﬁnex A). To be Sure, Ottawa di& ot resolve major éifferences

on interest::ates, fiscal_and mcnetary pélicies ané trade

issues. But resolving issues in Some definitive sanse is ne+

the azprepriats measure oi Summits. The ag:eement§ registerad.

at Ottawa set %he Summis ésunﬁries On a usefuvl, common course

Shat has produced real progress in a number of arsas.

Nevertheless, economic ané Political evenss since Cttawa hava

exacerkta+ed certain alliznce issues, Farticulaxly in macre-

€ccnomic, trade ang Zast-West Telations. (o= & TOorXe compliesa
Treatzent of Zhese events, see annex 3.) These aven=s includecd:

-~  onset of recession in =ha s

- Tise of unemplovment thsouckous industrial worig

(except Japan) .

03-1
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° TT Persisting high US interast rates and value of
the dollar

== Projections of massive US budget dez;ci ts

e }growlng trade csnf’;c S among US, Zurope ang Jazan

T~ Bew socialist government ip ?*auce.szTementing
pol;czes of demand stimuiyps, Protectionism, national~
ization of ,ndustzy, and exchange rake in intervention
all o§ which a2re directly opposed to US economic . -
.. Preferences. | | -
== imposition o= martial law in Dola=g and tensicns
ithin the alliance over application of economic

I3

sanctiozs, Parcicularly as the larse= £Zect the
. - - vl -

Wes 1 Eurcre- i i
tern Eurcce sqylet Union gas Piseline Project

Issues a= Versailles
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g The pccr nacroecononic setting will cofn-
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ac é e 1 I wead b —c

F=o¢Tanm. EZconomi ZEs o] : d
€ difficulties will spill over ints the mors

l'l

Sclitical giscussi i |
s -~C2. Qiscussions as well —- cslering tie zus-
=—3g e Zuropean appracch

=2 Zast-~West relations, inc luding Polarné
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‘Moreover : :
er, the United States Q28 not yet developed an effective
and convincing intern tion i g=
a . - ‘L .
s . a2l dimension far 1ts economic procram.
e: b - K3 -
~SeIsistent discussions of coord.aat;on“ and "cooperation®
y e
ge.erabe expectations of actions we may be willing o tak
22

eith
er’ aomestzcally'cr in the t*ade/moneta:y aleldp in order

bette. coo
rdznate:with.ou. Summ1t>na:taers; - The Administzétion's

eco
nom_c'ph;losonhy'Teaves libkele Iocm for over: coordination

¢f shors -tem nol.:.c:y Actio b ‘
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Separatas us from i
» for example, the F:ench, with most of +he

Otaers located on the *nbe*ven.ng Spectrtm

These factorS' : 2
all.sngges* that the cnallenga at Vé*sallles will

.

tZe conirxol of +h ==
<le counkry (F Tance) least sympaitheric te cuxr

aPproach to econcmic policv.

I

- . .
» - i 4 - L > dramn

in cxéex of Priority:
== @macz ic isst =t
cIoeconomic issues, Partlicularly massive doubts
Y - -
s . -
atout US econcnmic Policies, which are talikely «o
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increasi = | ' |
gas.ng Drassure on Us 0fiicials +o beat up on
the Burop -
uropeans and. Japanese, at= least making it less
likal ' .
Yy that We can resist. Zuropean Protecticnisse
Policies such
as those advoca+
ced by the Cs
mmnn;tv
at. Ottawa.
East-W (=3
=TWest. trade issues, denend_ng heav*ly bar-hhel.
devisi
Lveness on how the situation in Polanéd ang the
allieg responsa evclve.- |
Mone i 2. .
tary ~Ssues, with the French covernment exXpressing
A — —
a b 3 (3 q‘ [ )
craditional french interest ang a cur*°“~ Dolicy
- - - anp
inter - ;
ast, s;.mm;ng from domestic inflationary mol ici
- o\t e i es r
in intex 3 i } }
—lteIvention in €Xclange markets ang mors f£ixaed
exchange Tates (as in =Ms).
Ener i
E gy and RAorth-South issues, less likely to be.
burning issues unless +he discuss’cna in New ¥
Q:‘
o 1 7 - i .
2 Global Negotiations Polarize or new Gisrupts
of ener =)
§Y suppliss cccu- (e.c. I:anian attacks or

51' + 13 -
ubversion against Gulf oil Producers)

Chijectives

-4
3

|
&

these cir
cumsbarcas, TS objectives siould includa:
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<2 Taintai=n anc enhance the leadarshin 1
=€ <2acership =ola of
- .
the United Sta=a ' i
Lte 2ces and Prasiden= Res
FESSICEnT Rezcan emergine
=Zom the QOttawa Stomis.
-y
t2 focus a2tten+iop ?
S-SiTi0l On the broadsr ool
b 8T pclitical consae-

Cuence £ Zails £
S ox Zailing :=o keep econcmic Gifferences i

-
<O Strenctihsn Wege
«Si owWesterm unisy in =k =z
2 € Zace 0f unpra~
- - MO —

Cented polis: -l 2
Fe-itlcal (Poland) ang ecsnemic (unem lovment)
- baied o . ~nt
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have suggested. WE‘haVE'al:eady aisp;tched 2 note

to the French Suggesting that the February meetin§
of personal rgprasen:ativés and all suksecuens mestings
should involve full delegations (three memhers) as
»h;s been.custpma:y in the past (see Annex C). We .
have infb:meélcther'summit-pe:sonal'feprééentétivéé
of thiS'US.prcpésal- ‘ ’

Substance

The United Statas owes the French a2 letter befors =n
- ) o ot : : -a o
next preparaz+o: i bruary
- Preparatory meeting on Febr ary 27-28 out’iﬁing
Q b - b -
UT suggestions on themes and issues a: +he Summis
- o

A drafe of i i
draft of thisg letter 1s attachad a: Anmnex D

The general stras fo 3 i
~racegy Lollowed in the Preparaticn of

* > ’ ]
this letter and in Our current thinkine about =h
. b

th

Summit involves the followinae elements:

1 T™h

- e -4l

tej

rench ané Perhaps other Summix Paztanerss will
. -
undoubtedly stress comestic economic issues -
an T f .
employment, high interes+ rates, monetary

a1 —— eniae .
POLICY == with pa iculaxs focus en TS econcmic

d

D013 : - .
POLiCY. The United States Prefers to stress
- - oo

red o - wd — & - o t-h— - [ --‘..ah& Igs
X 22 a:'o: a_l 'ss es . Qe, asb Wes " o
’

consec £ aes i
I =Uences of adve=sce domestic Policias, such as
Suksd a4 . c o
uSsidies, demang stimulius measuares, etc. for-
T - L ~
nmultilatarzl trading ané Ffimanmeial Telations arg
- e e -— Nt - s ey - "LC'.

o7 d= e = oy
cimately for prospecss oI domestic rescave=v

STE At o-_ ..
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— trade in i+g broadest sense as it ralatssg

to domestic adjustment Pelicies, techng-

logical innovation ang investment;

=T  energy security building cn soung domasti

market policies (which have heen achieved

i now in most Summit countriass) and —11“

nat;onal cooperation +o Protec: against

vulnerabilis Ly o& supplies:

== East-West economic relations.

2. . In addition +o formulating Positive themesg,

United States may have to undertake variow

to deflect or redirec the focus of othe= govern-

Zents on US econcmic DOTLCV Twe DCSSlQll'.tLES

ara:

n

outside +he

= initistives +o discuss US econcmic pol

ummilt Preparatexy cantaxk,

b Ney's

as

in the case of =he US invitation to the =¢

T2 hold a2 seminar on the Presiden='s

n
{4
o

W

Economic Repor: after i= is relsased in
mid-?ebruary;
- have the fragis« icnal~:acrseconcmic Sazer

done by the Us Crxafted jO""V with £k gz

SQ as to éwell lass en Ts ocl CY¥ ané ==

cn how markets in Ot.“l&"." Stmmis ccunte>r

&s well as in the US work.

critical CcIosszcad for the Wwesterm Allianca. iz

t.-:_ﬁ_a casa . G de remenT.2
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the first of a new rownd of Sconomic
Summits; ‘

the Summit that'set in motion tha procass
of shaping a reinvigorate worlé econcmic:
System for the 1980s beg.“n*ng on the trade

aresa w;th the Garr,M_anterla. sc.eﬁulad.~.

.for Novembex'IBBZ;

The Summ;t that =eaff lzmed fundamental

Western values of Political freedom ang

econonic opportunity in the face of zolis ciczl/

1=

H

military challence anéd ecoromic fail
en the pazt of Communist systems.

BEowever bold +he United Stakes ckogsas o5

ke, several critical issues st be adcrﬁsseé

in ocur cwn prena‘a ions (a discussi i0n Dager

at Annex z develors these Points in meore

detail).

- Sow do we #fake +he offensive +o
"internmationalize"” +£he Adm;nist:atic;fs
approach +o economic policy? The
emphasis, especial 1ly iz Zucope, on
cooperaticn and coordinz= ticn makss iz

;::1c§l*4to agree withia the Summi<
Seven on an international System thz=
rs lies heav*’v € maxket decisigns
which are not overe tly cocrdina=az.,
first recuirsmen= weuld be Zor us =o
giva substance =z cur definmiticn o=

P T W P S N
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- What are ocur multilateral t=ada

Cbjectives thas g0 beycnd a lis: of
Sectors (serzvices, investmens=, agri-
culture, etec.) where it is in ou=

specific economic interest +g sush

liberalization? g thera 2 theme,fcr"
trade in the 1980s tha+ has the mutuailz

'adwantageous_ratienale=cf taziss
Teducticns in the 1950s, 1960s ang 1397

== Can we define a set of acticns consis:
with market Policiss +o "enezgize"
ene*gy cooper at;on among the Westemm
allies? N

== EHow do we sus- tain the offansive repre-
fse“ted by 3I=Sldent Reagan's Sraogram

for develcnmen* at Cancum while

- Tecognizing budget constraints and

0s?

constraints on US trade Pclicy with +he

LDCs (which leg Tecantly +o the Acémini

s-

Pmlmd Sv
wzation’s cézggsaa;e—ea & ToTe restrictive

[3

cextile ag-nemen") ?

r

2reparations Wz3ain the CS Govermm nt

Preparation for Qi#tawa involved an 2laborats intar-
&CERCY DProcess spanmni: nS the Surszucracy hc:izc:tally

anc vertically, involving'seve:al’Cabinet cuneils.,

fo- ‘eventual use by the President. wnile t2e scorze

o S'W“‘trv Teguiras Zrcac "a:tlc;:a:iun Zrom e
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guided, bohh Procedurally and substantively, bv 4
small coherens group which commands the ccn-_cence
of the White Eouse senlor stafi. This "Steering
Group” shculd be anclved in all aspects of Summi=
Preparations and be granted Priority attention when
'policy'decisions.%:e required. 2 grcug-ccnsistiné
- of the President'’s Perscnal Representative (as Chaizmax)
and~r=nrasentat;ves of tne Prés*deﬂt's office, +=he

Vice Pres:.dent's office, State, Treasury, CEA, NSC

i

and USTR woula seem appropriate and has been establist
undexr the Assistant Secretarv of State for Economic angé

Business aAss
Affairs who is ac*.ng as Personal represantativa.
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By June, the durability of trade and investment relations
among the Summit Countries will have been severely tested.
‘We are likely to meet either in a relatively upbeat context,
based on real progress toward resolving our problems, or in
a very strained climate if such progress is not achieved.
Over the next four months any of the following areas could
cause serious confrontations among Summit participants and
there is a real risk that several of the areas may get out
of hand at once:

Improved Access to the Japanese Market - a serious concern
for all other participants.

Further Sanctions Acainst the Eastern Bloc - a particularly
critical i1ssue between the United States and the Europeans.

Excessive Canadiah Economic Nationalism (NEP/FIRA) - a major
problem for the United States.

Excessive European Subsidies - the major problem for the
United States and Canada is in third country agricultural
‘markets; subsidized export credits and continued subsidies
of steel and high technology also are a major U.S. concern.

Spreading European Import Restrictions - risk of difficulty
between Europe and Japan in industrial products and Europe
and the United States/Canada in agricultural products.

‘United States Trade Actions - the steel and agriculture cases
will cause great consternation in Europe; reciprocity leglsla—
+ion will be a concern to all other participants.

¢

The political management of these issues will be complicated
greatly by adverse economic conditions, especially high

unem oloymeqb in Europe and North America, and weak governments
in Eurcpe.

Since .we cannot predict at this time how these problems will
look at the time of the Summit, our preparations for the Summit
should focus on less volatile, longer-term issues and initiatives
in the trade and investment areas. In some instances, the
Summit could address directly prob;ems of concern primarily

0 *he countries involved, and in others it should spur progress
in other areas (e.g., GATT Ministerial). It 1is suggested that
we establish the following as key trade and investment priorities
for the Summit:

Approved For Release 2007/08/04 : CIA-RDP84B00049R000500990003-1 ; T“‘" Tab B
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-~ a strong push for assuring that the GATT Mlnlsterlal,
in November, addresses unresolved and emerging problems
in the trading system in a meaningful way. At a
minimum the Ministerial should develop approaches with
respect to safeguards, agricultural sub51dles, servzces
trade, and trade related investment issues.

-- devising longer-range objectives and strategies for
encouraging development and integration of LDCs intoc
trading system, with special attention to getting
NICs to provide improved market access for other
LDCs; additional measures to improve our market access
to LLDCs (e.g., enhanced GSP, preferential treatment -
under MFA); and improving investment climate in LDCs.

-—- establishing a multilateral forum for continuing
dialogue on high technology issues including
exchange of information on government policies
and impact of those policies on others and ways
to promote spread of technology to LDCs.

Other possible priorities that deserve consideration include
launching an international review of the international trade
and investment impacts of

-- national tax practices

TR &

-- the conditions in national capital markets and
access of foreign firms to those markets

. == national competition policies
-- multinational corporations and investment policies

Most of the above topics were selected to emphasize the shift
in our trade relations away from the traditional focus on
trade in goods and tariff and nontariff barriers to such
trade. It is clear that in the next 10-20 years we will have
to focus to a much greater extent on other types of trade

and trade barriers. This Summit could call attention to
these shifts in emphasis, and launch or encourage a series of
processes designed to adopt the multilateral framework

accordingly.

We will need also to consider whether a more traditional
affirmation of joint commitment to the multilateral trading
system should be prepared for the Summit. Given present
uncertainties, it is premature to make that dec1s’on——we must
await further developments in next couple of months.

CONFIDENTIAL
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Context of the Energy Security Initiative

1' The following paper outlines some elements of an energy

| security package for consideration at the Versailles Economic

} Summit. The package and the timing of its implementation
are directly linked to the debate over the Soviet Union-West
European natural gas Pipeline. Our approach to this issue,
over the coming weeks, will largely determine how we should
approach the subject of energy security at the Summit. If a
positive solution could be found to the pipeline problem,
then Versailles would be an excellent time to disclose the
results. If on the other hand, no progress is made with the
Allies, the pipeline debate could become a devisive element
of the Summit meeting. The following three scenarios help
clarify the nature of the problem:

Scenario I. The Europeans abandon the pipeline and the
US contributes a major package of alternatives to assist the
Europeans diversify their energy supplies from more reliable
sources. This could include direct assistance (stepped up
coal exports), as well as indirect means (i.e., deregulation
of natural gas), which would reduce overall US energy demand
on world markets and thus allow more opportunities for
others. Consideration could also be given as to how lost
| , EBuropean economic opportunities could be rechanneled into
4 other projects (North Sea pipelines, Alaskan natural gas
. pipeline, etc.). Our effort, to be convincing, will have to
be more specific than previous discussions we have had
together on this subject. Measures are likely to be expensive
and in some cases may require a change of US policy.
Nevertheless, this scenario appears to be the best of any
outcome albeit the most difficult to achieve. The following
Summit paper emphasizes elements of this strategy.

Scenario II. The Europeans go ahead with the pipeline
and the US tries to stop it; using any means at our disposal,
If the US was successful in stopping or seriously delaying
the pipeline -- which current analysis suggests may not be
possible -- then overall reliance on the Soviet Union would
be reduced and their hard currency earnings restricted.
However, short term problems in the Alliance could be
greatly exacerbated and cooperation in other areas of mutual
concern (like TNF and COCOM) threatened. In addition, ©US
industry would lose a significant amount of shor:t term
business and may sacrifice long term market opportunities.

CONFIDENTIAL
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Scenario III. Despite our opposition, the Europeans
go ahead with the pipeline; the US agrees not to extend
existing sanctions and perhaps allows equipment already in
Eurove to be reexported. 1In return the Europeans agree to
limit their imports to quantities provided for in current
contracts. - They also agree to put into place safety net
measurgs (more gas storage, greater shut in capacity,
increased dual-fired capacity, better integration of the
grid, etc.) and to cooperate with the US in developing
alternative sources of gas supply. The Europeans would
probably be amenable to this approach. It would provide
some added basic security, although our desire :o stop the
pipeline would not be fulfilled, and we would be seen to be
backing away -- even if slightly -- from our Poland-related
sanctions.

CONFIDENTIAL
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Energy Security Theme Paper

I. Overview
“

The events of the last decade have illustrated how :
integral @ component energy is to Western economic performance.
Achieving economic stability and renewing investor confidence
requires a stable and secure energy situation, yet in this
time of relative oil surplus, there is a tendency to be
lulled into complacency. We should not miss the opportunity
to take advantage of the current lull to reassess our
experiences over the last few years and to take appropriate
action to encourage a diversified and safe energy base
necessary for long term economic stability.

Experience has shown that reliance on market principles
is the most effective way to pursue long term structural
adjustment of énergy economies. For example, the price
increases of the last few yYears have resulted in significant
reduction in energy demand, illustrating in a most convinciag
way the importance of clear market signals to consumers.
Today, we find ourselves in a much better situation with
oil price relief brought about through a more reasonable
approach.to energy policy based on market principles.

We should learn from this experience, build upon it and
encourage our Allies to adopt pricing structures which
reflect economic pricing, so that the transition to other
sources of energy can be done in the most economical way
possible.

At the same time that we pursue a strengthening of
market forces it is also prudent to reexamine the topic of
energy security. Energy security in the 1970s focussed
Primarily on protecting econcmics from severe 0il supply
disruptions and on promoting the need for alternatives. Qur
preparations, most notably in the IEA, arose out of the
specific case of the 1973/74 oil embargo. Yet today energy
risks have broadened: small oil shortfalls can have dispropor-
tionate effects on the overall economy; a dangerous blind
spot has emerged with respect to the security implications
of alternative sources of energy, some of which represant
risks equal to that of insecure sources of oil supply (i.e.,
European dependence on Soviet gas); and there is concern
that investments in key alternatives, such as coal and
nuclear, are not being made at sufficient rates to
induce a diversified énergy eccnomy. We see a2 need for the
Allies to reassess their energy security measures --
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collectively and individually ~-- and take appropriate action
to build Western defenses. ‘

II. Energy Security Objectives

The major long term objectives in promoting Western
énergy security snould be twotold:

— encourage domestic alternatives so that o0il imports
can be reduced over time; and

- diversify energy imports, but not in such a way
that just trades off security problems (i.e.,
European dependence on Soviet gas instead of
Middle East oil), '

The principal means of achieving this balance and therefore
4 mMOore secure energy base is through the economic pricing. of
enercy, wnich has proven to be effective in promoting new -
supplies and eéncouraging energy efficiency. As other fuels
begin to displace oil, however, it is essential that the
security implications of these new dependencies be carefully
assessed and remedies sought -- especially if imports come
from politically unstable or pPotentially unfriendly sources.

Over the short term €nergy security can be enhanced
by ar increase in o:il and gas stocks, either in terms of
inventories or shut in production capacity in OECD surplus
countries. High levels of stocks provide an essential
cushion of time which allows for more reflection and therefore
more sSrudent decisions by governments during a crisis.
Furthermore, if sufficient Stocks exist, companies and
consumers are less likely to engage in panic spot market
buyirng which in the past has resulted in steep overall price
increases. Stocks also have a deterrent effect on producers
who may wish to use eil or gas as a political weapon.

ITI. Multilateral Enercv Securitv Initiatives

The IEA Ministerial and Versailles Economic Summit
offer an opportunity to expand the concept of energy security
and set the framework for a redirection of industrialized
countries' energy strategies. The following elements
comprise an energy security package which could be considered
by Ministers and Heads of State:
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Energy Pricing

- Agree to ensure that inadequate pricing structures
do not impede energy development. For fuels where
there is a world market, domestic Prices should —_——
reflect international prices. In those areas
where there are not world standards,  the marginal
replacement costs should serve as a guideline for
Pricing strategies. ) -

- In those areas where national security could be threatened
by potentially unstable sources of supply, consider
imposing an import security fee to reflect the true
cost of the imports and to help generate funds for.
security measures.

O
-
[

- Reaffirm the value of the IEA/EC Emergency Sharing-
System as the major mechanism for protecting Western
economies against severe disruptions in oil supplies.

- Recognize that the opportunity exists over the
next few years to increase strategic oil
inventories.

- Continue discussions on use of o0il stocks in supply
disruption situations, but aveid taking binding
decisions which could jeopardize the effectiveness
of response in times of oil shortrfall.

Natural Gas

- Agree to accelerate the pace of natural gas
exploration, development and transportation
systems in Summit countries; continue to discuss
ways to stimulate exploration and development in
other countries (e.g., Norway, Netherlands).

- Foster more efficient gas use through
competitive (fuller cost) pricing.

- Reconsider the desirability of increasing
dependence on insecure sources of supply outsicde
the OECD area. .

CONFIDENTIAL
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Given the expected increased weight of imported

natural gas in European energy econocmies (even without
Soviet gas), mandate the IEA and EC to explore and
qevelop with utmost urgency means for enhanced security
including increased storage facilities, built-in surge
capacity to be tapped in times of emergency, better
integration of the European gas grid, and more
dual-fired capacity among large industrial users.

>

Recbgnize that considerable progress has already
been made by the private sector in expanding world
coal trade. .

Underscore the importance of development of key
infrastructure, including shipping and receiving
ports (i.e., dredging of ports to handle large
coal carriers). '

Stress the need for long term contracts to
provide sufficient private investment to realize
greatly expanded coal production and use.

Nuclear Energy

Agree to exploit the full economic potential of
nuclear power as an important component of energy
diversification.

Provided that preliminary studies supvort such a
step, establish a high level group on nuclear
energy within the framework of the IEA/NEA/OECD

- to assess the current state of nuclear development

and key problems (financial, burdensome

regulatory practices, back-end of the fuel cycle).

Call for an international cooperative waste
management project.

Cooperation in Enercv Technologv Develooment

Maximize effective use of limited resources by reviewing

how cost, task and facility sharing, on an internaticnal
basis, could reduce costs of expensive national prcgrams
in fusion, nuclear safety and svnfuels.
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IV. US Measures to Support International Initiatives

expenditures, including possible reversal of scome recent

. decisions, that were made Primarily on domestic policy grounds,
without reference to energy security implications. A sample
of these measures might include:

- Continue to fill the SPXR at a healthy rate.

- Continue government support on a cost sharing basis
with Port authorities to vigorously promote US coal
exports; support enagtmen; of legislatign reguiring an
effective framework for financing port improvements.

== Offer to contribute to a major nuclear waste facilitv,
This could alleviate significant US public concarns
-about nuclear waste buildup and facilitate an
expanded nucléar power program.

- Consider means prcmote energy producticn in develc
countries, by such means 3as increasing the multipl
effect of World Bank energy lending.

v. Other Summit Countrv Initiatives

Other Summit countries nave considerzble scope for
improving their energy policies and security. The attached
”

annex includes a short check lis:t of Key energy Tolicy ané
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security deficiencies in Summit countries as reviewed by the
IEA Group on Long Term Cooperation. 1In general, other
Summit countries should be encouraged to:

-— Strengthen gas security measures and impose an imported
gas security fee (Germany, France, Italy).

-— Increase Buropean natural gas exploration and
' development (UK, EC).

- Increase o0il stocks (Italy, Germany, France, Japan).

- Adopt energy pricing strategies which induce long
term development of alternatives and better energy"
efficiency (Canada, Italy, UK).

- Induce greater substitution of coal for oil in
the industrial and electrical sectors and improve
infrastructure for importing coal (Germany, Italy,
France, UK, Japan).

2 == Expand nuclear energy capacity (Germany, Italy, Japan).
%
Attachment:
Annex

Drafted: State(E):WFMartin:jvm:2/18/82
‘ x24382
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Summary of Summit Country Energy Deficiencies
(as reviewed by IEA/SLT)

- pace of deregulation of oil Prices too slow (only

; Canada
75% of world oil Prices by 1985);

- need to increase oil and gas production, yet
discrimination against foreign interest may impede
this objective;

- need to accelerate development, use and export
of coal. .

Germany
- inadequate plans for natural gas security;

- nuclear power plant delays due to dwindling
public confidence:

== need to stimulate domestic coal pProduction and
increase capacity to import and use coal;

-- - need to accelerate fuel switching peclicies to
§ ' : substitute imported coal for oil, and increase
> , electricity use in the domestic and industrial

: sectors.
Italy
- inadequate plans for natural gas security;

- insufficient investment by ENEL (state electricity
board) for coal and nuclear power plants;

- pPricing of all fuels (except gasoline) and'electricity
well below world levels;

- need to expand infrastructure for ¢as and coal.

- accelerate leasing and exploration so as to have a
better estimate of potential oil and gas reserves;
in light of this exXDerience reconsider depletion
policies;

- onerous and unstable tax angd rovalty recime has discouraged
oil ané gas exploration;

NN ™17 oy gopmy 3
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- need to raise natural gas prices; eliminate BFGC
monopsony which keeps gas prices paid to producers
at an uneconomically low level;

- encourage greater coal use, domestic production
and imports.

- accelerate rate of decontrol of natural gas prices;

- expand coal export facilities (éspécially pcrts)}

reduce burdensome regulatory process and thereby reduce
lead times for nuclear power construction;

- promote more vigorously synfuels and renewable
energy sources. -

France

- expectations for increases in domestic coal
production may be too optimistic; need to more
seriously consider imports;

- inadecuate plans for natural gas security.

Jacan
e e—

- encourage substitution for electricity, coal
and gas for oil in industry and electricity and
gas Zor oil in residential/commercial sector;

- exrand use of coal and nuclear in electricity
ceneration;

- extend and strengthen auto fuel economy standards.

CONCINCAMTIAL
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EAST-WEST ECONOMIC RELATIONS ” rab D
AT THE VERSAILLES SUMMIT

Background ‘ .

The United States introduced East-West economic
relations as a Summit topic at Ottawa. (We had also
raised the issue at the 1975 Puerto Rico Summit, where we
called prophetically and vainly for a coordinated allied
approach to the problem of the rapidly rising Eastern debt.)
The Ottawa meeting led to progress in-the area of stra- :
‘tegic trade controls, where a high-level meeting of COCOM .
in January launched a tightening of common allied restrictions
cn the export of militarily useful goods and technologies
to the East. But in the other three areas in which we had
sought better allied coordination =~- contingency planning
for economic measures in the event of a crisis in rela-
tions with the Soviet Union; joint planning to reduce
Western economic vulnerability and enhance Western economic
security; and developing common policies to improve Western
influence and leverage ~-- progress has been slicht or non-
existent. On the contrary, the crisis in Poland has in-
creased the risk that Western differences will be exposed
and exploited by the Soviets. But the Polish situation,
and particularly the Polish debt, has also created ex~-
ceptional opportunities to forge coordinated allied posi-
tions that will greatly strengthen the Western hand and
shift the risks of East-West trade from Western taxpayers
to the Soviet Union. :

US Cbjectives (to be sharpened after the Buckley mission)

-- To .address East-West trade finance and explore
ways to shift costs and risks from Vlest to East.

. == To reduce harmful competition among Western
. countries for East bloc business.

-- To draw-attention to »rogress made in control-
ling trade in strategic goods and technologies
and give continued impetus to the work o COCOM. "

Discussion E : 4 -]

The ability of Poland to acquire a hard-currency debt
estimated at close to $30 billion, and the inadility of

SECRET
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Poland to repay, contain lessons for Western governments
and lenders that have not been Xearned. )

In 1975, at the Puerto Rico Summit, U.S. officials
expressed concern about uncoordinated Western lending to
a Poland that then owed perhaps $13 billion in hard cur-
rency and needed to spend about one-third of its hard-
currency receipts on servicing that debt. 1In the six

"years since the Puerto Rico Summit, Western lending to
the Soviet Union and the Eastern European members of

COMECON has totalled perhaps $60 billion. Pipeline loans .

will increase this figure substantially. The Economist
estimates this lending as "probably a faster rate of
grant-giving even in real terms than American Marshall
aid to Europe in 1948-1952."

This huge transfer of resources has occurred without
coordination among Western governments and withou:t serious
risk analysis. Loans have been heavily subsidized by
Western taxpayers, either directly through extension of
official credit at below-market rates or indirectly through
official credit insurance and credit guarantees. With
, . Western official institutions already facing heavy' pay-

P ' outs on -bad Polish loans (for example, the U.S. Commodity
Credit Corporation has paid out $¢ ' million, France's
COFACE § million, and Germany's Hermes § million),
ané with Rcmania and even .East Germany in extremely precarious
financial condition, the folly of past practice has be-
come evident. Even in terms of building markets for Western
exports and employment, the returns on loans to the East
are trivial in comparison to the returns on loans to the
upper and middle tier of less-developed countries.: And
the anticipated political gains =-- richer East-West links
that liberalize the East, enhance security and cooperation
in Europe, and strengthen the moderating elements in
Soviet foreign policy -- have simply not materialized.

Under these circumstances, there is an urgent need
for a joint assessment of the Western course. The compe-
tition among Western governments for Eastern markets has
cbviously been a losing game for all players, and it should
stop. Western taxpayers should no longer be asked to
underwrite the risks of East-West trade that arise from
the gross economic failures and political turmoil of the
Communist regimes. And Western governments should plan
together now how to share the burdens of non-payment of bad

loans already extended and avoid the worst consequences of s

East bloc defaults.
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The forum for such discussions is not of great con-
sequence. Informal talks in a Paris~type creditors' club,
in a G-5 setting among financial officials, in periodic
Sherpas ‘meetings, or elsewhere would serve our purpose
well. '

Although our presentation at Versailles should con-
centrate on the debt, we should not neglect to follow-up
on the COCOM high-level meeting that grew out of the
Ottawa Summit. That meeting produced-a consensus among
the NATO countries and Japan for tightening controls on
"really strategic" trade with the Soviet Union (while
removing from the COCOM embargo items no longer of strategic
significance), closing embargo gaps and loopholes, and -
improving the enforcement and administration of the embarco.
But if high-level attention to COCOM matters begins to flag,
the momentum of the high-level meeting will soon be dis-
sipated. At Versailles, we should stress the need to
translate the conclusions of the high-level meeting into
- actual changes in the embargo lists and procedures; call
for action on U.S. proposals already on the table; and
-ask that adequate resources (including defense and intel-
- ' ligence experts) be made available for COCOM work. -

. i Lo
L . N - = . ..

) SECRET

Approved For Release 2007/08/04 : CIA-RDP84B00049R000500990003-1 -




NI—Ca><ImM IO >

N— I

N —CO><IM

MAALIFP I "o s

Approved For Release 2007/08/04 : CIA- RDP84BOOO49ROOO500990003 1

NATIONAL SECURITY COUNCIL
MESSAGE CENTER

FPAGE @1 OF 05 ~ SECSTA
£

TE
£0s423 AND11958 TOR: ©54/05462

WASHDC 6871 DTG: 2301142 FEB 82

Tab E

PSN: 823491
CSN: HCZ356

-—————————------_---_-__..-—--—--------o—---‘o-—-----on-—------—-‘

DISTRIBUTICON: ITERI~ ~21 /7801 A3

-c-------------u--n--nu-----.------—-----.——.,.,a-—-q——q-----—g--—---—-

DISTRIBUTION: BALY-Q1 MYER=-Q1 NAU-21 RENT-0 TYSN=-01 FILE-21

a-14 A3

WHTS ASSIGNED DISTRIBUTION:
SIT:
zE08:

-----—-----_--.---——-—-—--—-——-—-—-n-----—--—--——-——---.-—---u—----------..

OP IMMED -

DE RUEHWC ®6871 0540348
O 232114Z FEB 82

FM SECSTATE WASHDC

TO AMEMBASSY PARIS IMMEDIATE €OQOQ
AMEMBASSY BONN IMMEDIATE 2082%
AMEMBASSY BRUSSELS IMMEDIATE gceeo
AMENMSASSY LCONDON IMMEDIATE C@Ce
AMEMEASSY OTTAWA IMMZIDIATE 0QQ@
AMEM3ASSY ROME IMMEDIATE C20C
AMEMBASSY TOKYO IMMEDIATE GGOQ

£. 0 :12085: RDS - 2/208.88 HORMATS, ROBERT)
TAGS: ECON, ETRD

SUBJECT: VERSAILLES SUMMIT: MESSAGE FOR JACQUES ATTALZ

1. C - ENTIRE TEXT.

2. =0R PaRI SPLEZASE DSLIVER THE LETTER (IN PARA. 4) FROM
RCEERT HORMATS TO Jacouss ATTALI.

3. FOR OTHER ADDRESSEEZS, PLEASE DELIVER THE TEXT OF THZS

LETTER IN PARA. 4 TO YOUR HCST GOVERNMENT' S PERSONAL
REFRESENTATIVE FOR THE ECCNOMIC SUMMIT, UNDER COVER OF A
NO._ INFORMING THE PERSONAL REPRESE ENTATIVE THAT THE LETTER

CCONTAINS THE USG VIEWS ON ISSUES ANC TOPICS FOR THE
VERSAILLES SUMMIT AND HAS BEEN DELIVERED TO JACCUES ATTALL
AS AGREED AT THE DECEMEBER MEE TING OF PR'S. -

4. ESCGIN TEXT
CEAR JACQUES:

<N THIS NOTE I wWOULD LIKE TO GIVE THE VIEWS OF THEZ uU.
CN THE OVERALL CONCERPT, THE THEMES AND THE AGENDA FO

VIRSAILLES SUMMIT, wWHICH EACH PERSCNAL REPRESENTATIVE
AGREEZ TO PROVIDE PRIOR TC OUR NEXT MEETING ON FESRUARY 27

lln

THE

28.

THE ANNUAL ECONCOMIC SUMMITS HAVE EBECOME INVALUASBLE NOT
CNLY AS A MEANS OF DEALING WITH THE PRICRITY POLICY
ISSUES CONFRONTING THE INDUSTRAILIZED DEMOCRACIES BUT
ALSEC AS A MEANS OF INSFIRING CONFILCENCE THAT WE SHARE
COMMON OSBJECTIVES AND wILlL COOPERATE TO ATTAIN=THEM -
CURING A PERIOD OF >INTENSE CHANGE AND UNCERTAINTY=-THAT

v
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HAS CHARACTERIZED THE PCST-1273 INTERNATIONAL ECONCMIC
SYSTEM. 8Y MZIETING TOGETHER ON AN ANNUAL BASIS, OUR
LEADERS PROJECT TC OUR PEOPLE AND THE WORLD THEIR
INDIVIDUAL AND COLLECTIVE DETERMINATION TO PRESERVE AND
ENHANCE THE ECONCMIC PROSPERITY AND SECURITY OF THE
INDUSTRIALIZED DEMOCRACIES. IN THIS SENSE, THE ECONOMIC
SUMMITS ADDRESS MUCH MORE THAN ECONOMICS, EVEN THOUGH
THIS REMAINS THEIR PRINCIPAL SUBJECT. -

THE MOST IMPORTANT FUNCTION IS TO ALLOW FOR A THOROUGH 1
AND FAR-REACHING EXCHANGE OF VIEWS AMONG LEADERS. EACH

LEADER GAINS A BETTER UNDERSTANDING OF THE BROAD

POLITICAL AND ECONOMIC PERSPECTIVE FROM WHICH HIS OR

HER COLLEAGUES ARE APPROACHING THEIR RESPONSISILITIES. .

THE RESULT MAY NOT ALWAYS BE CONCRETE DECISIONS =-AT THE

SUMMIT. INDEED, THE DISCUSSIONS WILL BE MORE RELEVANT

NI ><IM

CN DETAILED NEGOTIATION OF SPECIFIC POINTS OR ISSUES. -
THE EXCHANGE CAN AND DOES PERMIT TME FORMULATION OF
CCMMON VIEWS ZXPRES3IEZD IN THE COMMUNIQUE AND BEYOND THAT
INFLUENCES THE WAY IN WHICH EACH LEADER MAKES DECISICNS
ONCE HE OR SHI RETURNS HOME. NATIONAL POLICIES ARE
SETTER INFCRMZD AND MCRE SENSITIVE TO INTERNATIONAL
CONSIDERATIONS AS A RSSULT. -

LN—CTISCIM

THE SERIOUS ECONOMIC PROBLEMS WwE FACE MAKE THIS SUMMIT
PARTICULARLY IMPORTANT. A COMMON SENSZ OF PURPOSE, A
WILLINGNESS TO BREAK AWAY FROM PESSIMISTIC ATTITUDES
TOWARDS OUR FROBLEMS, A SOUND APPROACH TC

RESOLVING THEM, AND THE ESTABLISHMENT OF A POSITIVE
COURSE WHICH WE CAN PURSUE TOGEZTHER IN SUCH AREAS AS
TRADE AND ECONOMIC GROWTH CAN STRENGTHEN THE ABILITY CF
EACH OF QUR LEADERS TO SUCCESSFULLY OVERCOME CURRENT
ECONOMIC DIFFICULTIES. ON THE OTHER HAND, ABSENT SuCH
PROGRESS, THESE SAME PROBLEMS CAN IMMCBILIZE OUR GOVERN=
MENTS AND HEIGHTEN INTERNATIONAL FRICTIONS. WE MUST RETAIN
THE CONFIDENCE THAT OUR SOCIETIES CAN MEET THE TASK OF

4l
N —TTI>IrM

REVITALIZING GRCOWTH AND PRCOSPERITY IN THE WESTERN WORLD.

IN ADDITICN, BOLITICAL DISCUSSIONS AT THE SUMMIT wIi: 3t
IMPORTANT TO THE OVERALL TONE AND FRAMEWCRK FOR CONSIDSER-
ING ECONOMIC 1ISSuZs. THIS IS PARTICULARLY TRUE THISYZAR
AS EVENTS HAVEZ THROWN THE SPOTLIGHT ON OUR SECURITY CCN~
CERNS. WE SHOULD CONSOLIDATE OUR CONSESNSUS AND MOVE FQOR-
WARD ON OUR COMMON RESPONSE TO PCLAND, AFGHANISTAN AND
SROADER RELATIONS WITH THE SOVIET UNION. THESE DIScUsS
SIONS CAN CCNTRIBUTE TO A SEZINSE CF COMMON PURPOSE AMCNG
OUR NATIONS AND CAN HIGHLIGHT THE IMPORTANCE OF QUR
POLITICAL ALLIANCES. WE WILL ALSO WISH TO DISCUSS MAJOR
REGIONAL ISSUES AND ANY OTHER TIMELY CONCERNS. IT wCuLso
2€ MCST USEFUL TO SUMMARIZE THESE DISCUSSIONS IN A CHAIR-
MAN' § SUMMARY, AS WE DIC SO EFTECTIVELY AT OTTAWA.

N — O >

AT VERSAILLES, OUR LEADSRS WILL WANT TO HAVE A THORCUGH
AND CANDID EXCHANGE ON MACRCECONOMIC POLICY ISSUES. sUT
WE CAN DO MCRE THAN THAT: OUR LEZADERS SHOULD DISCUSS HCw
SBEST TO WORK TOGETHER TO IMPROVE ECONOMIC PERFORMANCE, IN
THE FRAMEWCRK OF A COMMCN VIEW OF OUR BASIC ECONOMIC
OBJECTIVES.

ALL OUR COUNTRIES HAVE THE SAME CBJECTIVES: VIGCROUS
GROWTH, LOW INFLATION, REDUCED UNEMPLOYMENT, AND GRZATER
STABILITY IN FORZIGN EXCHANGE MARKEZ TS, WHILE WE MAY
DIFFER FROM TIME TO TIME ON HOW BEST TO ATTAIN THESE
CBJECTIVES, WE RECOGNIZE THAT WE CAN ATTAIN THEM BETTER
8Y WORKING TOGETHER THAN AT CROSS PURPCSES. IN THIS -
SPIRIT, WE MUST REMAIN SENSITIVE TO THE CCNSEQUENCES CF
THE DIFFERENCES AMONG OUR DOMESTIC PCLICIES AND

CONFIDFNTIA
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RECCGNIZE THAT THESE DIFFERENCES MUST BE KEPT WITHIN
REASONA?LE LIMITS IF STABILITY IS TO RESULT.

BEYCND THE IMMEDIATE ISSUES OF DCMESTIC ECCNOMIC RPCLICY,
THE UNITED STATESS SELIEVES THAT THRES THEMES, IN PAR=~
TICULAR, ARE CRITICAL FOR THE LONGER-TERM COURSE wE SEEK
TO CHART: MULTILATERAL TRADE RELATIONS, ENERGY SECURITY,
AND EAST-WEST ECONOMIC RELATIONS.

TRACE. THE POST-WAR MULTILATERAL TRADING SYSTEM STANDS AT
A CRITICAL THRESHOLD. -SERIOUS DOMESTIC ECONOMIC PRQBL EMS,
AND THE RESULTING INCREASE IN SENSITIVITY TO COMPETITION,
ARE PROPELLING COUNTRIES TOWARD INCREASINGLY PROTECTIONIST
POLICIES. THESE PROTECTIONIST POLICIES, IN TURN,
MISALLOCATE RESOURCES AND REDUCE NATIONAL ECONOMIC
EFFICIENCY AND WELL-BEING. IN THESE CIRCUMSTANCES, THE
REDUCTION OF TARIFF BARRIERS IS.-NO LONGER THE KEZv. TARIFF
RATES ON MOST MANUFACTURED PRODUCTS ARE AT HISTORICALLY

N —CI><ITM

LOW LEVELS, NON-TARIFF BARRIERS, BY CONTRAST, HAVE CGROWN
AND NOW REFPRESENT SEZRIOUS OBSTACLES. YET, EXPERIENCE IN
SEALING WITH THESE BARRIERS IN THE MANUFACTURING SSCTOR CR
<N CTHER SECTORS SUCH AS AGRICULTURE, INVESTMENT AND
SERVICES, ARE MUCH MORE LIMITED. WE HAVE ONLY BEGUN TO
ESTABLISH THE PRINCIPLES THAT APPLY IN THIS AREA AND THUS
FAR HMAVE NOT FOUND A CLEAR AND SIMPLE RALLYING PCINT FOR'
NEW RULES AND A REDUCTION OF DISTORTIONS THAT ARE IN THZ
INTEREST OF ALL.

NI=——CI>MM

AFTER WORLD WAR II, WE FOUND RATIONAL, PREDICTABLE AND
EQUITABLE RULES TO DISCIPLINE TRADE POLICIES AT THE BQORDER.
CAN wE NOW FIND APPROPRIATE INTERNATIONAL RULES TO
HARMUNIZE OR MODIFY POLICIES ADOPTED FOR ESSENTIALLY
INTERNAL REASONS THAT NEVERTHELESS MAVE AN ADVERSS IMPACT
ON THE MOVEMENT OF GOCDS, SERVICES, AND CAPITAL ACROSS OUR
20RDERS? EVEN AS WE INSIST ON FULL IMPLEMENTATICN OF THS
RESULTS CF THE TOKYO ROUND., WE NEED TO START DEVELCRING
NEW UNDERSTANDINGS AND RULES TO DEAL WITH NEW PROBLEIMS.

CN—CO>ZIM

£ GATT MINISTERIAL TAKES PLACE IN NOVEMBES OF THIS YZAR.
THMEZ SUMMIT COUNTRIZS SHOULD CONSIDER MAKING THE POLITICAL
COMVNITMENT TC PREPARE SOR aNDd USE THIS MINISTERIAL TC
SEGIN A PROCESS OF INVE TORYING. ANALYZING, AND ENGAGING
-N SZRIOUS ACTION-ORIENTED DISCUSSION OF THE NEW THRZATS
ANC CPPCRTUNITIES CONFRONTING THE INTERNATICNAL TRADING
SYSTEM IN SUCH AREAS AS INVESTMENT AND RELATED TRADE
.SISTCRTIONS; TRADE 1IN SERVICES; THE TRADE IMPLICATIONS

OF  RAPID TECHNOLOGICAL INNOVATION; TRADE WITH DEVELOPRING
COUNTRIES AND THE THORNY QUESTICN OF SAFEGUARDS ANG
STRUCTURAL ADJUSTMENT WHICH MUST BE ADDRESSED IF w& ARE TO
SHMARZ WITH DEVELOPING NATIONS THE FULL BENEFITS OF, ANS
SESPCONSIBILITY FOR, THE INTERNATIONAL TRADING SYSTEM; AND
TRAZE IN AGRICULTURE FCR THE MUTUAL BENEFIT OF PRODUCERS
AND CCNSUMERS.

(e ol e b o |

WE ZELIEVE IT PARTICULARLY APPROPRIATE FOR THE VERSAILLES
SUMMIT TO CEVELOP THE THEME OF TECHNOLOGICAL INNCVATION, AS
YOU SUGGESTED., AND ITS FUNDAMENTAL IMPLICATIONS FOR
EMPLCYMENT AND INTERNATIONAL COMPETITIVENESS.

ENERGY SECURITY. AFTER TWO SHATTERING OIL PRICE SHQOCKS,
ENERGY MARKETS HMAVE STABILIZED. THIS IS TRUE, IN LARGE
SART, BECAUSE MOST COUNTRIES NOW PERMIT THE MARKEZT PRICING
CFf ENERGY SUPPLIES. THE CURRENT WORLD OIL SURPLUS S &4
“ELCCME RESULT OF MARKET FCRCES: WE NEED TC CCONTINUZ TC
REMCVE REMAINING OBSTACLES TO THE EFFICIENT PRICING OF
ENERGY SUPPLIES AND PRCDUCTS. '

THE IMPROVED MARKET SITUATION, HOWEVER, SHOULD NOT LEAD TC

‘ POMCINCAMTI AL
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CCMPLACENCY. WS FACE CONTINUING AND STILL DIFFICULT
THREATS. THE T=RREAT OF O1IL DISRUFPTIONS CONTINUES,
INTENSIFIED 3Y INTRA-REGIONAL WARFARE BETWEEN IRAQ AND
ZRAN. AND CCNTINUING ARAE-ISRAELI TENSIONS. THERE ARE
CTHER SOURCES ©F INSTABILITY AS WELL:

== THE RISK THAT, WHILE WwE BENEFIT FROM SECULAR DECLINE IN
REAL OIL PRICES, THE PRESENT DOWNTURN IS TEMPORARY AND

MAY UNDERCUT CONSERVATION AND THE DEVELOPMENT OF ALTERNATIVE
ENERGY SOURCES.

I—Ca><M

== THE VULNERABILITY ASSOCIATED WITH LARGE-SCALE DEPENDENCE
ON RELATIVELY LESS FLEXISLE SUPPLIES OF NATURAL GAS FRCM
POTENTIALLY UNRELIABLE SCURCES -~ THE SOVIET UNION, OPEC
COUNTRIES, ETC.

==~ THE PRESSURE OF ANTI-NUCLEAR SENTIMENT IN OUR DEMOCRACIES
WHICH SEVERELY IMPEDES THE GROWTH OF ONE OF OUR MOST
IMPORTANT SOURCES OF FUTURE ELECTRIC PCWER. .

TC RESPOND TO THIS BRCADEAR ARRAY CF CONCERNS, THE WEST
SHOULD RALLY TO REVITALIZE COCPERATION ONCE AGAIN IN ENERGY
SECURITY. THIS TIME, HOWEVER, THE APPROACH SHOULD
EMPHASIZE VARICUS ENERGY SECTORS (NOT CNLY OIL) AND SHOULD
OPZRATE THROUGH CCMESTIC AS WELL AS MULTILATERAL
INITIATIVES. THE SUMMIT LEADERS MIGHT CONSIDER HOW TO
STRESS THE NEED TO CONTINUE THE PROGRESS IN REDUCING
CONSUMPTION AND STIMULATE NEW PRODUCTION AND HOW 3EST TO
ENHANCE OUR MUTUAL ENERGY SECURITY.

N —— >

SAST-WEST ECONOMIC RELATICNS. ECONCMIC RELATIONS BETWEEN
EAST AND WEST ARE A POTENTIALLY DIVISIVE ISSUE BETWEEN uUsS.
LAST YEAR, AT THE CTTAWA SUMMIT, THE UNITED STATES TOOK A
CAREFULLY DIFFERENTIATED PCSITION ON THIS ISSUE. WE NOTED
THAT ECONOMIC RELATIONS ARE INEVITABLY AFFECTED AND
CONSTRAINED BY THZ NATUREZ OF BRCALC POLITICAL AND STRATEGIC
ATICNS BETWEEN ZAST ANC WEST, WE FURTHER NOTSD THAT

R
ND—CIA>M

=L

THESE ECCONOMIC CCONTACTS CANNCT 3EZ ALLOWED TOC UNDERMINE

ThRE COLLECTIVE PCLITICAL WILL OF THE WEST TO REACT TO THE
“ZAVY-HANDED BUILCU® AND USZ OF INTIMIDATION SY TrHE SOVIET
UNION

wEZ CALLED FOR GREATER CONSULTATICONS AMONG WESTERN GOVERN=-
MENTS TO ENSURE THAT wE UTILIZE OUR OWN ZCONOMIC AND
FINANCIAL PCWER VIS-A-VIS THE EAST IN WAYS THAT ENMHANCE
CUR COMMON GOAL.

MUCH HAS MAPPENED SINCE THEN. WE SHOULD CONTINUE TO WORK

TOWARD COMPLEMENTARY AND REINFORCING ECONOMIC AS WwsLL AS
POLITICAL ACTIONS TO SIGNAL DISAPPROVAL IN THE STRONGESST
FCSSIBLE WAY OF CURRENT FCLICIZE OF THE POLISH GOVERNMENT
AND, AS THE ULT:IMATE SCURCE BEHINC THESE POLICIES, THE
SCVIET UNION. N TH= -ONGER "TERM, WE MUST STRENGTHEN

" CONTROLS ON STRATEZGIC SXPORTS AND BUILD ON THE EXCILLENT
RESULTS OF THE HIGH-LEVEL COCOM MEETING IN JANUARY
FURTHER, WE MUST SORT OUT PATIENTLY AND PRUDENTLY OUR
CIFFERENCES ON :ISsucs oOF DEPENDENCE AND VULNERABILITY vIis-
A=-VIS SOVIET ENERGY SUPPLIES AND MARKETS. AND WE MUST
CCNTINUE TO CCCOREINATE OUR PCLICIES CN FINANCIAL EXPCOSURE
AND FURTHER ECCNCMIC RES_ATIONS WITH POLANC, OTHER GCVERN=-
MENTS OF EASTERN EURCPZ, AS WELL AS THE SOVIET UNION.

N—CO>IM

THE UNITED STATES I35 ALSO MINDFUL CF THE NEZD TO SUSTAIN
ANS DEEPEN THZ "EPIRIT OF CANCUN" IN RELATIONS BETWEESN
SUMMIT ANC DEVELCFING CCUNTRIES. IN TRADE AND ENERGY
SECURITY, THE CONCERNE OF DEVELOPING NATIONS SHOULD FIGURE
PROMINENTLY. THEY HAVE YET TO 2ENEFIT FULLY FROM. CR
CCONTRIBUTE AS ACTIVELY AS wE WOULC LIKE TO, THE POSTWAR
TRADING SYSTEM, ANDC IT wCuLD BE CATASTROPHIC FOR THE FUTURE

PAAMCINCUT I AL .
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OF THEZSE CCUNTRIES IF THE OEZVELCPED COUNTRIES NCW TURNED
THEIR BACKS CN THIZI PURSUIT OF FREE TRADE. WE AND THEY

NEED TC FIND WAYS COF STRENGTHENING THE TRADING SYSTEM IN
ORDER TC SREZSERVE ITS OPENNESS. IN ENERGY, WS SHOULD
SISCUSE WAYS TC ACCELERATE THE EFFORTS CF THE WORLD BANK
AND BILATSRAL ASSISTANCE PROGRAMS TO CATALYZE THE FLOW OF
PRIVATE CAPITAL TO DEVELOPING CCUNTRIES. VITAL TO THE
OVERALL GRCWTH PROSPECTS OF THE DEVELOPING CCUNTRIES,
ESPECIALLY IN THE AREAS OF TRADE AND ENERGY, IS THE ROLE OF
PRIVATE INVEZSTMENT.

N — <171

THE VERSAILLES SUMMIT IN A SENSE BRINGS US BACK TO
RAMBOUILLET. CUR CENTRAL PURPCSE TCDAY WAS ALSQO STATED
THEN: "WE INTENDO TO PLAY OUR COWN FULL PART AND STRENGTHEN
OQUR EFFCRTS FOR CLOSER, INTERNATIONAL CCOPERATION AND
CONSTRUCTIVE DIALOGUE AMONG ALL COUNTRIES. " THE UNITED
STATES LOCKS FORWARD TO WORKING- CLCSELY WITH OUR PARTNERS
TO ACHIEVE THESEZ ENDS.

n

S AM SENDING A COPY OF THIS NOTE TC OUR OTHER COLL AGUE

m

SINCERELY,

308 HORMATS
HAIG
37T

N —TTTO>IM

NH—tO><rm

N—TO><MM
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